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From: Horner, Trina

Sent: Thursday,April 21,20118:42 PM

To: Horner, Trina;Hogle,Jessica; Johnson, Kirk; Lavinson, Melissa A;Kline,Steven L.; Livingston,
Randy

Cc:lttner,Mary Ellen;Stock,William; Cherry, Brian K; Bottorff, Thomas E

Subject: RE:Meeting next week?

I should have made clear ttlat Commissioner Florio told her office that they support PG&E's program, if
that wasn't already clear.

From:Horner, Trina

Sent: Thursday,April 21,20115:35 PM

To: Hogle,Jessica;Johnson, Kirk;Lavinson,Melissa A;Kline,Steven L.; Uvingston,Randy
Cc: Ittner,Mary Ellen;Stock, William; Cherry, Brian K;Bottorff, Thomas E

Subject: RE:Meeting next week?

All,

lunderstand Commissioner Florio's conference call meeting with Rep. Speier's office today
(Congresswoman not attending, but Commissioner did), went very well. They met wittl Rictlard. The
CPUC discussed some of the reasons for hydrotesting and a bit about how it's done, but left most of ttle
details to be covered in PG&E's meeting w/ tler office. They appear to have addressed *some* of her
office's concerns with hydrotesting in tler District, but they have many questions left. You should know
that if, after our meeting with tler office, she still has concerns with the tlydrotesting in her District,
Commissioner Florio is prepared to support tler request for alternative measures or at least a delay
(from the May test).

One additional question ttlat came up that the CPUC couldn't answer, that we should be prepared to
answer, is how alternate natural gas supply will be provided to critical customers like hospitals, etc.,
during the time the pipe is out of service? This question is a more general question, | think, not
necessarily limited to her District.

Let me know if you have questions.
Trina

From: Hogle, Jessica

Sent: Thursday,Apri121,20112:13 PM

To: Johnson,Kirk; Lavinson,Melissa A;Kline,Steven L.; Uvingston,Randy
Cc:lttner,Mary Ellen; Horner, Trina

Subject: FW: Meeting next week?

All:
See questions from the Congresswoman below.

What would it cost to replace all the pipes? When would it be done?
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What would it cost to hydro-test the pipes?

Will hydro-testing fatigue the pipes?

| believe we were already planning on addressing most of these, but not on the scale that she is
asking.

Please let me know how you would like to proceed.

Thanks,
Jessica

Jessica C. Hogle

Director, Political & Federal Affairs
Pacific Gas & Electric Company
900 7th St,NW Suite 950
Washington,DC 20001

(202) 638-3503 O

(202) 638-3522 F
** Please note my new email address: j8h1@Pge.com

From: Steffen, Richard [mailto:Richard.Steffen@mail.house.gov]
Sent: Thursday,April 21, 2011 4:58PM

To: Hogle,Jessica

Cc: Larsen,Tina; REDACTED

Subject: RE: Meeting next week?

Jessica: Jackie said she wanted PG&E to have answers to the following:

What would it cost to replace all the pipes? When would it be done?

What would it cost to hydro-test the pipes?
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Will hydro testing fatigue the pipes?

I assume this is the 150 miles of pipeline identified by PG&E.

Let me know if thereW||| be responses to these questions by next Tuesday.

Thanks,

Richard

From:Hogle, Jessica [mailto:j8h1@pge.com]
Sent:Thursday, April 21, 2011 8:57AM
To:Steffen, Richard

Cc:Larsen, Tina; REDACTED
Subject:Meeting next week?

Richard, Tina:

I just wanted to follow up and see if the Congresswoman is available to meet on Tuesday morning, the
26th to go over hydrostatic pressure testing as we discussed? We can come to your district offices, just
let me know what works or if there is a better time from your end.

Thanks,

Jessica

Jessica C.Hogle

Director, Political & Federal Affairs
Pacific Gas & Electric Company
900 7th St, NW Suite 950

Washington, DC 20001
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(202) 638-3503 O
(202) 638-3522 F

" Please note my new email address: j8h1@pge.com
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From:  Jacobson, Erik B (RegRet

Sent: 5/11/2011 9:20:49 AM

To: Stock, William (WCS3@pge.com)

Cc:

Bee:

Subject: RE: May 19th LaHood, Speier Work-Site Visit/Press Conference

Thanks....it appears to reject CPSD's recommendation for detennining MAOP. We should be aligned with
Sempra on the cost sharing proposal.

From: Stock, William

Sent: Wednesday, May 11,2011 8:28 AM

To: Jacobson, Erik B (RegRel)

Subject: RE: May 19th LaHood, Speier Work-Site Visit/Press Conference

By and large I think it is about as good as we could hope for. Attached is a summary that REDACTED  did
which well summarizes the PD.

---+-Original Message----+
- From: Jacobson, Erik B (RegRel)
Sent: Wednesday, May 11,2011 8:21 AM
To: Stock, William
Subject: RE:May 19th LaHood, Speier Work-Site Visit/Press Conference

Great.....when you get a chance, !;ell me what I should think about the PD that came out yesterday (I haven't
reviewed it).

----- Original Message----

From: Stock, William

Sent: Wednesday, May 11,2011 8:16AM

To: Jacobson, Erik B (RegRel)

Subject: RE: May 19th LaHood, Speier Work-Site Visit/Press Conference

I plan on auending.

From: Jacobson, Erik B (RegRel)

Sent: Wednesday, May 11,2011 7:31AM

To: Stock, William

Subject: Fw: May 19th LaHood, Speier Work-Site Visit/Press Conference

You planning to attend? Would be good to have someone there, paticularly if Florio attends.

-+--Original Message -----

From: Allen, Meredith

Sent:Tuesday, May 10,2011 08:45 PM

To: Cherry, Brian K; Homer, Trina; Jacobson, Erik B (RegRel)

Subject: Fw: May 19th LaHood, Speier Work-Site Visit/Press Conference
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----- Origina! Message -----

From: Lavinson, Melissa A

Sent: Tuesday, May 10,2011 04:10PM

To:Leder, Steve; Pruett, Greg S.; Loduca, Janet C.; Kline, Steven L.

Cc: Johns-on, Kirk; Yura, Jane; REDACTED Allen, Meredith; Bedwell, Ed; Kiyota,
Travis; Hogle, Jessica; Foley, Beth

Subject: May 19th LaHood, Speier Work-Site Visit/Press Conference

Steve, Greg, Janet and Steve--

Per previous conversations, I have confirmed that Secretary LaHood will be in San Bruno on May 19th, and that
he and Congresswoman Speier would like to tour a nearby gas pipelinework-site and hold a pipeline safety-
related press event at the work-site.

Working with REDACTED , we have conl!rmed withREDACTED that there will
be gas pipeline replacement activities (through GPRP) occurring in the Congresswoman's district close to San
Bruno. 1 provided this intbnnation to-both the Congresswoman's staff and the Secretary's staff, and they thought
that it sounded like a good opportunity. 1also indicated that we had time blocked on Chris's calendar to participate
in the visit, and they wete very pleased.

To provide additional context, earlier in the afternoon, the Secretary will hold a closed-door meeting with
Congresswoman Speier, Mayor Ruane, members of the San Bruno City Council, and victims and their relatives
(this is similar to what he did in Allentown about a month ago). He will then tour the San Bruno accident site and,
finally,- head to our work-site.

In terms of next steps, REDACTED is going to confinn the exact work-site location, nature of the work, etc. Once
we have that information, we will provide it to both the Secretary's office and the Congresswoman's office so they
can make a tina!determination and proceed with arrangements. The likely timing of the visit and press'
conference would be around 3:00 to 3:45 on 5119.

They would want to tour the site, have our team explain what we're doing at the site and how it improves the
.overall safety of the system. The Secretary would then host a press conference regarding pipeline safety and his
.visit to San Bruno. It is unclear, at this juncture, if Chris would have a speaking role in the press conference.

We also heard from Congresswoman Speier's office that Commissioner Florio and perhaps Cynthia Quarterman
(PHMSA Administrator) may attend as well. (Trina Homer confumed that Commissioner Florio's office had been
contacted about the visit).

Secretary LaHood's office also indicated that his advance and security team will arrive on May 17th and would
want to tour the work-site to assess the security siti:tation and scope out where best to hold the press conference.
confumed with REDACTED that he could accommodate this. I would also recommend that, given the many moving
pieces associated with a visit like this, we have someone from PG&E with previous political advance work
experience accompany the Secretary's team along with reoacre - much like what Pat Mullen did at Diablo Canyon for
Senator Feinstein's tour.

In terms of day-before (5/18) and day-of(5/19) staffing, I will be out to suppOit the various activities and visit,
and REDACTED indicated that he would be available to be on site on 5/19 to provide technical support and help
explain the activities taking place.

I think this visit provides an opportunity for us to highlight the various activities we arc undertaking to enhance
safety and restore confidence in our system. Both the Congresswoman's office and the Secretary's office

TURN_GT&S00655148



confmned that the purpose of the press conference was not to be a "gotcha" moment, but rather to focus on what
needs to be done, nationally, and what's being done.

If you all could advise who else,you would like to help support of this effort over the next week, I will reach out to
them and schedule a coordination caiVmeeting. I will also provide updates to this group, as we receive
information

Thanks very much in advance for the support for this effort.

Melissa
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From:  Cherry, Brian K
Sent: 5/17/20116:21:42 PM
To: Jacobson, Erik B (RegRel) (/O=PG&E/OU=Corporate/cn=Recipients/cn=EBJ1)
Cc:
Bee:
Subject: Re: prep for May 27th LLNL visit
Ag eed. We should not have a problem in this area.
From: Jacobson, Erik B (RegRel)
Sent: Tuesday,May 17,201106:18PM

To: Cherry,Brian K
Subject:RE: prep for May 27th LLNL visit

Brian. We need to be careful that this meeting stays away from Issues being considered in the gas OIR
or we risk having to file an ex parte--- given that we are partiCipating in the meeting. Erk

From:REDACTED [mailtoREOACFPlisageenergy.com] Sent:
Tuesday, May 17,2011 5:22 PM
To:Dowdell,Jennifer;Cherry,Brian K;Jacobson,Erik B (RegRel)
Subject: RE:prep for May 27th LLNL visit

Hi Jennifer,

Thanks for your assistance on schedulng this meeting. The subject of the
presentationis pipeline safety and gas flow modeling. Insofar as, Commissioner Florio
is the Assigned Commissioner for Pipeline Safety LLNL wanted to discuss ther
capablities.in this area as well.

Best regards,

REDACTED
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Visage Energy Corp.

office and cell: REDACTED

From:Dowdell, Jennifer [mallto:JKDS@oge.com]
Sent:Tuesday, May 17,2011 2:36 PM
ToREDACTED;Cheny,Brian K;Jacobson, Erik B (RegRet)
Subject:RE: prep for May 27th LLNL visit

Am trying to get this set up ASAP, but please can-you tell me If the subject ofthe presentationis Gas
How modeling or h)Urostatlc testing work? [1think It Is QSS nows but if you woudl please confirm that
would be great.

Jennifer

From: imuwo [mailtem>ACIIDjsageenelm!.CQ!D]

Sent: Monday, May 16,2011 6:10 PM

To:Cherry,Brian K; Dowdell Jennifer; Jacobson,Erik B (RegRel)
Subject:RE: prep for May 27th LINL visit

Great, I look forward to hearing back from Jennifer and Erik regarding the best time on
Tuesday and wherto meet at PG&E.

REDACTED

office and cell: REDACTED

From:Cherry,Brian K [mallto:BKC7@pge.com]

Sent:Monday, May 16, 2011 6:05 PM

To: m=@yvlsageenergy.com';Dowdell,Jennifer; Jacobson, Erik B (RegRei )
Subject: Re: prep for May 27th LLNL viSit

Tuesday Is fine. I'm not Important.Jane and Trina and Anll and Trista are more Important. Jennifer and
Erik will facilitate gett ng them there.
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From: REDACTED ey @IJI]]
Sent: Monday,May 16,201106:03 PM
To:CherryBrian K

Subject:RE: prep for May 27th tLNL visit

What day would be better for you?
REDACTED
Visage Energy Corp.

office and cell:. REDACTED

From:01erry Brian K [mailto:BKC7@ooe.com]
Sent:Monday,May 16, 2011 5:59 PM
To=4@visageenergy.Com'

SUbject:Re: prep for May 27th LLNL visit

Not sure.

From: REDACTED visageenerqy.com]
Sent;;Monday,May 16, 2011 05:48 PM
To:Cherr.yBrianK

Cc:0OoNdell, JenniferJacobson,Erik B (RegRel)
Subject: RE:prepfor May 27th LLNL visit

Brian,

Great, does next Tuesday fit your schedule. If so, I will coordinate a time with
Bernadette.

Best regards,

JIMACTED

Visage Energy Corp.-
office and cel: REDACTED

From:Dowdell,Jennifer (mailto:JKDS@oae.com]
Sent:Monday, May 16,20115:37 PM
To:CherryBrian KilED.o.cm>Yisageenerqy.com;Jacobson Erik B (RegRel)

Subject: Re: prep for May 27th LLNL visit
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Would be interested in attending that presentation. Also,I might suggest inviting Trista Berkovitz who
works forJane and possibly Todd Strauss who works for Fong.Brian and Erik,do you concur?

From: Cherry,Brian K

sent: Monday,May 16,201105:27PM

To; REDACTED Vjsageenergy.com>; Jacobson, Erik B (RegRel); Dowdell Jennifer;
Horner,Trina;Yura, Jane :

Subject: Re: prep for May 27th LLNL visit

A preview might be good.

Jane/Trina -you might want to attend..

From: REDACTED ly)sage nergy.coml
Sent: Monday,May 16, 201104:52PM

To: Cherry,BrianK

Subject: prep fOf May 27th UJ.IL visit

Hi Brian,
Thanks for arrangingto have Fong and Anll Surl join Commissioner Florios LLNL tour.
livermore is working on their Pij:>eline Analysis presentation and was wondering if you,

Fong or Anil Suri would be interesteq in a pre-briefing early next week.

Best regards,

Visage Energy Corp.

office and cell: REDACTED
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From:  CheiTy,13rian K

Sent:  6/3/2011 2:03:47 PM

To: 'Sandoval, Catherine J.K.' (catherine.sandoval@cpuc.ca.gov)
Cc:

Bee:

Subject: Re: Analyst Report- J.P. Morgan CA Investor Tour

Thanks Catherine. |think you are taking the correct approach. However, know that
no matter what you do, these guys always form their own opinions that are sometimes
not based on reality |

From: Sandoval, catherine J.K. [mailto:catherine.sandoval@cpuc.ca.gov]
Sent: Friday, June 03,20111:06 PM

To:Cherry, Brian K

Subject: RE:Analyst Report- J.P.Morgan CA Investor Tour

Brian, Thanks. lam glad they at least moved their view of the CPUC to neutral. I have stressed to all of
the investor groups that the CPUC's role is to be a regulator, not an adversary as the Wall Street
Journal tried to depict us. Itold Chris Johns that Iwant PG&E to be successful as the public wants and

needs the company to be successful. lIwill continue to stress this in my meefings with investors.
Hope all is well with you. Enjoy the rainy weekend. Cathy

From: Cherry, Brian K [mallto:BKC7@pge.com]

Sent: Thu 6/2/2011 3:55 PM

To: Sandoval, catherine J.K.

Subject: PN: Analyst Report- J.P. Morgan CA Investor Tour

FYI

From: Lam, Lisa [mailto:LxLy@pge.com]

Sent: Thursday,June 02, 2011 1:51 PM

To: Officers of PG&E Corporation; Officers of Pacific Gas and Electric
Cc: Investor Relations (list)

Subject: Analyst Report - J.P. Morgan CA Investor Tour

This morning, Andy Smith of J.P. Morgan issued a report summarizing the recent utility investor tour of
California that he led last week. Investors met with Sempra, Edison International, and PG&E
Corporation in their home cities, and also staff from the CPUC. Overall, Smith believes that the CPUC
may be more constructive than initially expected following Governor Brown's appointment of three new
Commissioners earlier this year, but still treat the California utilities less favorably compared to the
past. The report finds that residual regulatory risk in California will continue to be an overhang on the
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companies. For PCG, this relates to uncertainty in the resolution of San Bruno issues, and for SRE and
ElIX the risk relates to pending generalrate cases that won't be resolved until 2012. As a result, J.P.
Morgan maintains a Neutral rating on all three California companies.

Smith believes PCG will continue to face cost pressures from the San Bruno accident with a significant
chance that it will continue to absorb ongoing costs in 2012. While the company has applied for a
memorandum account to track costs related to pipeline spending, there is no clear indication on when
or if the CPUC may authorize such an account and/or the recovery of costs.

With respect to earnings guidance, the report questions if a new CEO could take the opportunity to
'rebase" near-term EPS expectations and growth aspirations for PCG, which is one other factor that -
could also weigh on the stock. The report also mentions that it's unclear If PCG willbe In a position to
raise ils dividend in 2012, and that a dividend hike In 2012, if any, will be very modest. As a result of its
updated view of the issues facing the company, J.P. Morgan reduces its 2011 and 2012 EPS estimates
for PCG to $3.45 and $3.70, respectively.

In trading today, PCG, SRE and EIX each closed down 0.6%,compared to the average comparator
group company which was down 0.2%. The Dow Jones Utility Average was down 0.4% and the S&P
500 was down 0.1%.

For your reference, the fullreport is attached.

Lisa

The contents of 1l!is email are provided solely for your information and are not intended as investment
advice. We do not intend to endorse the opinions expressed in any externally prepared reports fflat may
accompany lllis email and you s/Jould not rely on them for investmeat advice.

Lisa Lam

PGEE bavestor Relatians
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Supplement to 137




From: Lam, Lisa
Sent: 6/2/2011 1:51:03 PM

To: Officers of PG&E Corporation
(/O=PG&E/OU=CORPORATE/CN=RECIPIENTS/CN=OFFICERS); Officers of
Pacific Gas and Electric
(/O=PG&E/OU=CORPORATE/CN=RECIPIENTS/CN=OPCEC)

Cc: Investor Relations (list) (/O=PG&E/OU=Corporate/cn=Recipients/cn=Investor
Relations)

Bee:
Subject: Analyst Report- J.P. Morgan CA Investor Tour

This morning, Andy Smith of J.P. Morgan issued a report summarizing the recent utility investor tour of
California that he led last week. Investors met with Sempra, Edison International, and PG&E
Corporation in their home cities, and also staff from the CPUC. Overall, Smith believes that the CPUC
may be more constructive than initially expected following Governor Brown's appointment of three new
Commissioners earlier this year, but still treat the California utilities less favorably compared to the
past The report finds that residual regulatory risk in California will continue to be an overhang on the
companies. For PCG, this relates to uncertainty in the resolution of San Bruno issues, and for SRE and
EIX the risk relates to pending general rate cases that won't be resolved until2012. As a result, J.P.
Morgan maintains a Neutral rating on all three California companies.

Smith believes PCG will continue to face cost pressures from the San Bruno accident with a significant
chance thatwill continue to absorb ongoing costs in 2012. While the company has applied for a
memorandum account to track costs related to pipeline spending, there is no clear indication on when
or if the CPUC may authorize such an account and/or the recovery of costs.

With respect to earnings guidance, the report questions if a new CEO could take the opportunity to
"rebase" near-term EPS expectations and growth aspirations for PCG, which is one other factor that
could also weigh on the stock. The report also mentions that it's unclear if PCG will be in a position to
raise its dividend in 2012, and that a dividend hike in 2012, if any, will be very modest. As aresult of its
updated view of the issues facing the company, J.P. Morgan reduces its 2011 and 2012 EPS estimates
for PCG to $3.45 and $3.70, respectively.

In trading today, PCG, SRE and EIX each closed down 0.8%, compared to the average comparator
group company which was down 0.2%. The Dow Jones UtilAverage was down 0.4% and the S&P
500 was down 0.1%.

For your reference, the full report is attached.
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Electric Utilities

CA Investor Tour: CA Regulatory Uncertainty
Remains; Resuming Coverage of SRE with a Neutral
Rating and a $58 PT

We hoped to return from our West Coast investor tour with increased visibility
into the outlook for California regulation and, accordingly, get more constructive
on the California utility stocks given that the shares are among the poorest
performers in the sector YTD. However, we believe the residual regulatory risk in
California will continue to overhang the shares. We are maintaining our Neutral
ratings on PG&E and Edison International. We are resuming coverage of Sempra
and lowering our rating to Neutral from Overweight (when we were restricted in
February 2010).

Electric Utilities

Andnew Smithec
(1-713) 216-7681
andrew.l.smith@jpmorgan.com

St&fka Gerova, CFA (1-
212) 622-0549
stefka.g.gerova@jpmorgan.com

J.P. Morgan Securities LLC

» PG&E trades at a material discount, but appears most at risk of the
California utilities. PG&E has been one of the poorest performing stocks in the
sector YTD, falling almost 10%, versus a gain of 5.8% for the UTY. It trades at
a 25% discount to its regulated peers on 2011E PIE. We believe this steep
discount could make the shares attractive; however, we expect the discount on
the shares to persist, because following our trip to the West Coast, we believe
PG&E will continue to face regulatory pressure as it continues to addresses the
fallout from its San Bruno pipeline explosion.

e The long-term unregulated fundamentals for Edison International appear
to be improving, but the California rate case should be tbe near-term EPS
driver. Edision Mission Energy, EIX's unregulated arm, and the pressure it is
facing as a result of weak power markets and environmental compliance
requirements was the focus of investors for much of last year. Our meeting with
management led us to believe that trends for the business are improving.
However, investors' focus in 2011 has increasingly been on the pending rate
case at EIX's electric utility. We estimate a favorable or unfavorable outcome to
the rate case could swing 2012E EPS by +7- $0.20-0.25 per share versus our
current estimate. We do not expect resolution of the rate case until likely early
2012, so we expect this uncertainty to overhang the stock.

= Sempra businesses performing well, but California regulatory uncertainty
likely keeps the stock from working in the near term. Sempra has
restructured itself over the past -12 months, as it divested its commodity trading
JV, launched a share buyback and materially boosted its dividend. Its remaining
businesses should provide a more stable EPS profile and drive attractive EPS
growth; however, like EIX, it also has rate cases pending at the California Public
Utility Commission (CPUC). We expect uncertainty about the outcome of its
pending rate cases to weigh on the stock in the near term; accordingly, we are
resuming coverage of the company with a Neutral rating.

Equity Ratings and Price Targets

Mkt Ca Ratin Price Target
Edison International EIX 12,742.47 39.11 N n/c 37.00 38.00
PG&E Corp. PCG 16,849.23 43.12 N nic 50.00 54.00
Sempra Energy SRE 14,257.23 54.21 N oW 58.00 63.00
Source: Company data, Bloomberg, J.P. Morgan estimates. nJc=no change. All prices as ¢ 01 Jun 11.
See page 15 for analyst certification and Important disclosures. A

J.P. Morgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect Ihe objectivity of lihreport. Inveslors should consider this report as only asingle factor in making their
investment decision.

www.morganmarkets.com
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J.P.Morgan

= Resuming coverage of Sempra Energy. We were restricted on Sempra Energy
(SRE) due to J.P. Morgan's involvement in the transaction announced on 16
February 2010. Now that the transaction is complete, we are resuming coverage of
Sempra Energy with a Neutral rating (previously Ovetweight) and a December
2011 price target of$58 (previously a December 2010 price target of$63).
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Compgny Data

North America. Equity Reseatt:h
02 June 2011

J.P.Morgan

Edison tnternaaonal(EIX;EIX US)

2010A 2011E 2011E 2012E 2012E
Price (S) 39.11 (Newl! (0ld] (New! (Old/
Date Of Price 01 Jun 11 EPS Reported ($)
52-week Range($) 40.15- 01 (Mar) 0.62 0.62A 0.65A
31.06 02 (Jun) 0.62
Mkt Cap ($ mn) 12,742.47 03 (Sep) 1.46
Fiscal Year End Dec 04 (Dec) 0.56
Shares OIS (mn) 326 FY 3.48 2.75 3.00 2.75 3.20
Price Target($) 37.00 Bloomberg EPS FY ($) 3.48 2.81 2.69
Price Target End 31Dec11 PIEFY 11.2 14.2 13.0 14.2 12.2
Date Source: Company data. Bloomberg, J.P. Morgan estimails. Note: Offrcial estimates rounded to the nearest
$0.05 per share. 'Bloomberg' above denotes Bloomberg consensus estimates.
Neutral
PG&E Corp. (PCG;PCG US)
Company Data 2010A 2011E 2011E 2012E 2012E
Price($) 43.12 (New! (old! (New! (ld!
Oate Of Price 01Jun 11 EPS Reported ($)
52-week Range (S) 48.63- 01 (Mar) 0.79 0.70A 0.80A
39.87 02 (Jun) 0.91
Mkt Cap($ mn) 16,849.23 03 (Sep) 1.00
Fiscal Year End Dec 04 (Dec) 0.70
Shares 0/S (mn) 391 FY 3.42 3.45 3.80 3.70 4.00
Price Target($) 50.00 Bloomberg EPS FY ($) 3.43 3.57 3.75
Price Target End 31Dec11 PIE FY 12.6 12.5 11.3 11.7 10.6
Date Source: Company data, Bloomberg, J.P.Morgan estimates. Note: Official estimates rounded to the nearest
$0.05 per share. 'Bloomberg' above denotes Bloomberg cmsensus estimates.
Neutral
Sempra Energy (SRE;SRE US)
ompanr Data 2010A 2011E 2012E
PrK:e ($) 54.21 EPS ($)
Date Of Price 01Jun11 01 (Mar) 0.60 1.07A
52-week Range($) 55.97- o2wW Py
44.40 03 (Sep) 1.06
Mkt Cap ($ bn) 14.26 04(Dec) 1.18
Fiscal Year End Dec FY 3.61 4.15 4.45
Shares 0/S (mn) 263 PIE FY 15.0 13.1 12.2
Price Target ($) 56.00 SOOrcii company datB, BloomtierQ. JP:"MQigaii 85tTn18teS: NOte:Off1Cigi"eSfi-rrerrOi i-ndedin ftte- nRSraSt -
Price Target End 31Dec11 $0.05 per share. 'Bloomberg' above denotes Bloomberg COlsensus estimates.

Date

Conclusions

PG&E

PG&E's steep discount likely to persist

We embarked on our West Coast investor tour hoping to come away with a more
constructive view on California regulation, especially for PCG, given that it trades at
about a 25% discount to its regulated peers on 2011E PIE (and EPS estimates that
already reflect fallout from costs associated with addressing increased compliance
and inspection efforts at its pipeline transmission business following the explosion at
one of its pipelines in San Bruno). Our meeting at the CPUC leads us to believe that
the CPUC overall may be more constructive than we initially thought following
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(1-713) 216-7881
andrew.l.smith@jpmorgan.com
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Governor Brown's appointment of three new CPUC Commissioners earlier this year.
However, we believe PG&E faces increased scrutiny as a result of the ongoing focus
on its pipeline operations following the San Bruno explosion.

GRC resolved favorably

One factor that makes PG&E more attractive versus its California peers, in our
opinion, is that its rate case settlement was recently approved by the CPUC, so
outside of the San Bruno issues, the company does not have to seek rate relief from
regulators in the near term. We believe the settlement of its rate case was
constructive, but note that the settlement was brokered before the three new
commissioners were appointed to the CPUC.

San Bruno problems remain

We believe the company will continue to face cost pressures from its San Bruno
explosion as it gathers and documents records on pipeline pressure testing, types of
pipelines in the ground, as well as maintenance efforts on its pipeline system, etc.
The company already lowered its 201 outlook by 5% ($0.20 per share) to reflect
costs related to the San Bruno explosion as well as higher costs elsewhere in the
business. The company is seeking a ruling from the CPUC that will allow it to start
memorandum accounting (and set the stage for potential recovery) for its San Bruno-
related costs, but it is unclear to us if7when the CPUC might adopt such a measure.
We believe there is a significant chance that the company will have to absorb
ongoing costs from its San Bruno explosion in 2012.

Pipeline inspection process just beginning- could be expensive

It appears as though the CPUC may only accept hydrostatic testing or pipeline
replacement as acceptable types of remediation for pipelines that do not have
sufficient documentation to ensure their safe operation. PG&E has identified 152
miles of pipelines that it initially intends to hydrostatic test, but notes that the
absolute length of pipelines involved in the initial round of testing is closer to 200
miles because of the configuration of the system (effectively it has to look at 200
miles of pipelines to capture the 152 miles). The company has indicated that it
expects to incur $350-550 million of pipeline inspection/replacement costs. We
believe PG&E will be able to recover the capital outlay for this program, although we
believe its ability to earn a return on its efforts is likely limited. It is also unclear
when/how the CPUC may authorize recovery. Accordingly, we believe the company
is facing some risk (although likely unavoidable) as it is spending money on its
pipeline system with no clear path to recovering its investment.

New CEO likely a short-term catalyst for the stock

PG&E reiterated that it plans to announce a new CEO in a matter ofweelq (company
emphasis). The prior CEO ofPG&E.departed in the wake of the San Bruno explosion.
We believe appointment of a new CEO will likely be a short-term catalyst for the
stock, as a new CEO offers the opportunity to begin to repair regulatory, political, and
customer relationships as well as target a strategy toward addressing perceived and/or
real operational problems at PG&E's gas pipeline business. However, we believe
these steps take time, so following appointment of a new CEQ, we expect the
ongoing resolution of the residual pipeline explosion issues to temper the stock
reaction.
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NTSB review not due until the.fall

For example, the NTSB's review of the San Bruno explosion is not due until the fall,
and PG&E indicated to us that the CPUC might launch an additional investigation
depending on the fimdings of the NTSB. We believe the CPUC may be inclined to
launch an investigation, because in our meeting at the Commission, it was
highlighted that the CPUC is facing significant public scrutiny in the wake of the San
Bruno explosion as it is entrusted with overseeing pipeline safety. Accordingly, we
believe it is difficult to fault the CPUC in the court of public opinion if it launches an
additional investigation, but easy to raise questions about CPUC oversight if it
chooses to not advance an additional investigation. We believe this could result in
resolution of the San Bruno issues taking longer than expected.

New CEO might rebase EPS expectations

One other factor that we believe could weigh on the shares following the
announcement of a new CEO is that the new CEO may take the opportunity to rebase
near-term EPS expectations as well as growth aspirations for the company. We have
no way of knowing if a new CEO might take this step, but we believe such a move
could serve two purposes : 1) gain some political and customer goodwill on a
tempered outlook and 2) set a more readily achievable goals for new leadership.

2012 dividend hike likely modest, if at all

The company recently told investors that it will not raise its dividend in 2011. We
believe this step was not only to preserve cash in the face of uncertainty, but also to
send a signal to the public, regulators, and lawmakers that the company is focused on
preserving its resources to address its pipeline business and any shortcomings. Given
the scrutiny on the company, it is unclear ifthe company will be in a position to raise
the dividend in 2012. We believe a dividend hike in 2012, if any, will be very modest
given the current political/regulatory/customer climate in California.

Cutting our 2011E, 2012E EPS and December 2011 price target

We are cutting our 2011 E EPS to $3.45 from $3.80 and our 2012E EPS to $3.70
from $4.00 to reflect the ongoing costs of the San Bruno explosion. We are also
cutting our December 2011 price target to $50 from $54 to reflect our reduced EPS
outlook. We discuss our price target derivation later in this report.

Edison International

We expect EIX's outstanding rate case to result in the shares performing in line with
peers. Much of the company's potential EPS variability stems from its unregulated
business, Edison Mission Energy (EME), for which fundamentals appear to be
improving; however, the company has a rate case pending at its electric utility that
could have a material impact on 2012 earnings, and we expect the uncertainty to be
an overhang on the shares.

Long-term unregulated fundamentals improving

Management discussed at length its thought process around the value proposition for
its unregulated business, highlighting that -18 months ago, when the shares were
likely reflecting zero, or negative, equity value for EME, management outlined
several factors that it focused on as value drivers for the business and its belief that
those drivers were likely to improve.
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Power demand

One factor the company highlighted was power demand, especially driven by
economic recovery. Management noted that the supply/demand outlook has
improved since it initially outlined its strategic analysis framework.

Capacity prices

Capacity prices are a key driver of value for many power plants, and EIX
management expressed over the past several quarters that it expected capacity prices
to improve. The most recent PJM capacity auction results were released a few weeks
ago, and RTO capacity prices, which impact a significant portion ofEME's capacity,
increased almost fivefold.

Environmental regulations

One factor that we consistently heard troubled investors was EME's ability to invest
in required environmental controls on its power plants and earn an appropriate return
on investment. EME entered into an agreement with Illinois to control emissions at its
fleet before the current proposed EPA rules were announced. Accordingly, it was not
clear ifEME was investing in environmental retrofits that might simply increase its
costs (capital and operating) versus competing power plants, which would have put
EME at a significant disadvantage. Subsequently, the EPA issued proposed emissions
limits that, according to EIX management, "could not have been written better" from
the standpoint of putting power plants on equal competitive footing in tenns of
environmental emissions limits. Management also noted that it expects the work it is
doing to retrofit its plants will meet or exceed EPA requirements.

Environmental compliance costs/capability

Not only does EME appear to be able to meet EPA emissions requirements, it also
appears that it may be able to meet the rules with lower costs and greater flexibility.
When EME's environmental retrofit program was initially envisioned following its
agreement with Illinois, we believe wet scrubbing was generally viewed as the only
viable technology to meet emissions limits. However, the company has worked
diligently to test and evaluate dry sorbent injection (DSI) technology at its plants. It
appears that DSI technology can meet much of its environmental needs. We note that
DSI is Jess capital intensive than wet scrubbing, albeit at a somewhat higher variable
cost. We believe this has improved the economics of its environmental compliance
program.

Natural gas prices

One factor that remains essentially unchanged over the past 18 months since Edison
started talking to investors about its strategic framework for evaluating EME is
natural gas prices, although we note that prices have not weakened further.

RailiCoal remains mixed

The other factor that remains undetermined at EME is how rail and coal costs may
impact the company. EME faces expiration of its existing rail contract with Union
Pacific and it is unclear where this contract will price going forward, although we

assume EME's rail costs increase in our forecast. [tis unclear how coal costs may

impactEME.

Studying how best to address emissions requirements at Homer City
Edison management indicated that it continues to evaluate how best to address
environmental compliance requirements at Homer City. its Pennsylvania coal plant.



Andrew Smith
(1-713) 2113-7681
andrew.l.smith@jpmorgan.com

Nort.h America Equjty Research
02 June2011 J.P.Morgan

but noted that its lease agreement with GE includes a mechanism whereby the capital
for installing environmental controls is financed by GE through terms of the lease.

EIX may refinance EME

EIX management indicated to us that one initiative it is undertaking is consideration
of refinancing its maturities at EME given current high yield debt market conditions.
We believe refinancing EME could be a positive catalyst for the stock, because
pushing out maturities gives EME even more time to benefit from market recovery
and implement its environmental strategies, etc. We expect refmancing efforts to take
several months.

Rate case a key 2012 earnings driver, but not likely resolved until early 2012
EIX has a pending rate case at its Southern California Electric regulated electric
utility subsidiary. The company has received a response from the Division of
Ratepayer Advocates (ORA), which, as par for the course, recommended
substantially less rate relief than the utility requested. EIX management indicated to
us that nothing in the ORA filing surprised them and that much of the ORA
disallowances were as expected and typical for a ORA filing. Intervenor filings were
due yesterday, and we expect these filings to also recommend far less rate relief than
the utility is seeking, as is typical.

Ultimately, the CPUC is not likely to rule on the case until early next year (with rates
retroactive to January [st). It is unclear how the CPUC may rule in the case,
especially given that three of the five commissioners were appointed earlier this year.
We assume that EIX is granted 45% of its rate request, consistent with the outcome
in its last rate case. but note that a better or worse outcome in the rate case could
swing 2012E EPS +/- $0.20-0.25. Accordingly, we expect the uncertain outcome of
the rate case to be an overhang on the shares. |

Cutting estimates and price target

We are cutting our 201 IE and 2012E EPS to $2.75 for both years from $3.00 and
$3.20, respectively, primarily to reflect lower expected results at the company's
unregulated businesses which are under pressure in the near term despite long-term
fundamentals appearing to start to improve. We are also cutting our December 2011
price target to $37 from $38, which reflects lower EPS, offset partly by expansion of
the group multiple. We discuss our price target derivation later in this report.

Sempra Energy

We were restricted on Sempra Energy (SRE) due to J.P. Morgan's involvement in
the transaction announced on 16 February 2010. Now that the transaction is
complete, we are resuming coverage of Sempra Energy with a Neutral rating
(previously Overweight) and a $58 December 2011 price target (previously a
December 2010 price target of$63).

Sale of commodity business streamlines the business

Sempra exited its commodity trading JV with RBS last year. The business
contributed significant EPS, but also potential EPS volatility; accordingly, we
believe it weighed on Sempra's valuation. Following the sale of the business, the
company redeployed proceeds from the sale to launch a $500 million share buyback
in September 2010 as well as boosted its dividend by 23% in February of this year.
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We believe these steps by management reflect the increased stability for the
remaining Sempra businesses.

Regulated utilities remain strong

Sempra operates two California regulated utilities: San Diego Gas & Electric and
Southern California Gas. Both businesses appear to be operating well and have a
number of investment opportunities. For example, the company expects to invest
heavily to meet California's 33% renewable energy standard that was recently
enacted into law.

Pipelines appear to be in better shape than PG&E's pipelines

Sempra was prompted to review its pipeline records (records are required to validate
pressure testing or pipeline conditions to ensure safe operation of the pipeline) in the
wake of the San Bruno explosion, and it appears to have fared better than PG&E.

The company only incurred a cost of about $1.5 million versus the $50 million cost
incurred by PG&E to review its records, which to us implies that Sempra's record
keeping likely is in better condition. It is unclear to us what impact the PG&E San
Bruno explosion may have on requirements for Sempra to test/upgrade its pipeline
system, but given that its initial results appear to compare favorably versus PG&E,
we believe Sempra faces less risk from pipeline remediation requirements.

Rate case outcomes should be a key driver for the utilities

Sempra has pending rate cases for gas and electric rates at San Diego Gas & Electric
as well as a pending gas rate case at Southern California Gas. Like EIX, we expect
the cases to likely get resolved in early 2012, with rates retroactive to the first of the
year. It is unclear how the cases will be resolved, as it is early in the process, but our
base case EPS estimates assume a similar level of rate relief at each of the utilities as
they were granted in the last round of rate cases, which implies the company will get
66% of its requested $237 million rate increase at the electric utility, 21% of its
requested $39 million rate increase at San Diego Gas & Electric's gas utility and 42%
of its $308 million rate increase request at Southern California Gas. We expect the
outcome of the rate cases to have a significant impact on 2012£ EPS.

Sempra Generation has ample renewable energy investment opportunities We
toured the Copper Mountain solar facility as part of our West Coast tour. The plant
sells its output, along with the output of the neighboring ElDorado solar farm, to
PG&E under a 20-year contract. We expect the company to develop a number of
additional solar projects to meet increasing renewable energy requirements. For
example, the company plans to develop 250 MWs ofnew solar generation, which is
already sold under long-term contract, between now and 2013.!n addition to solar,
the company also owns 50% of a 200 MW wind farm in operation with BP and is
developing an additional 125 MW in a 50/50 partnership with BP that sells its output
under long-term contract. We expect the company to pursue additional renewable
investments, although we do not include incremental unannounced projects in our
analysis.

Attractive international acquisition recently completed

Sempra recently completed an attractive acquisition at its pipeline and storage
business, in our view. whereby it is increasing its stake in Latin American utilities it
already owned. We believe the transaction illustrates Sempra's strategic focus, as a
significant portion ofthe transaction was funded by cash trapped in-country and the
transaction is expected to be about $0.22 accretive to 2012E EPS, or -5%.
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Furthermore, Sempra is simply expanding ownership of businesses where it already
has a foothold, so we believe it was a relatively low risk undertaking.

LNG

Sempra's LNG business likely has the weakest outlook of its subsidiaries, as LNG
imports in the US have fallen in the face of lower US gas prices, followed by an
increased international appetite for LNG following the Japanese earthquake which
curtailed the country's nuclear power production. It does not appear that the LNG
business will improve any time soon. However, we note that Sempra's contracts at its
LNG terminals largely insulate it from vagaries of the LNG market as its contracts
result in Sempra being paid whether LNG cargoes are delivered through its terminals
or not.

Neutral rating a function of California uncertainty

We downgraded the two other California utilities, PG&E and Edison International, to
Neutral from Overweight earlier this year following the initial appointments to the
CPUC by Governor Brown. Our concern was, and is, that the CPUC may treat the
California utilities less favorably than they have been treated in the past.
Accordingly, we are resuming coverage ofSempra with a Neutral rating (previously
Overweight). We continue to expect strong performance from the balance of the
company, and the California regulation may remain constructive; however, the
uncertainty around California still prompts us to move to the sidelines.

Investment Thesis

PG&E

Our Neutral rating is prompted by the expected overhang from ongoing pressure at
PG&E following the explosion at its San Bruno pipeline last year. The company
recently resolved a rate case at its utility, so it should not be back in front of
regulators with a rate increase request for some time. The shares trade at a significant
discount to the peer group based on 2011E PIE; however, the company is incurring
significant costs to respond to inquiries following the pipeline explosion. It is unclear
when the pipeline-related costs will ease and/or if/when the company will be allowed
to recover costs related to its pipeline remediation efforts. Accordingly, we remain on
the sidelines.

Edison International

Our Neutral rating is the result of uncertainty about California regulation, especially
as Edison has a significant rate case pending before the CPUC. Three new
commissioners were appointed to the CPUC earlier this year, and it remains unclear
how constructively they may treat the utilities. Following our trip to the West Coast,
we believe the CPUC may be balanced in its treatment of the utilities, but this
remains uncertain. We continue to believe that Edison's unregulated business, Edison
Mission Energy, can contribute material equity value, as long-term fundamentals for
this business appear to be improving, but in the short term we expect the regulatory
environment in California to be the primary driver for the stock.
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Sempra Energy

Our Neutral rating is the result of uncertainty about California regulation, especially
as Sempra has three rate cases pending before the CPUC. The company eliminated
its largest source of potential EPS variability with the sale of its commodity trading
JV, and it redeployed the proceeds into a share buyback and dividend hike, which we
believe illustrates management's view of the more stable nature ofthe remaining
businesses. However, we expect the outstanding rate cases to remain an overhang on
the shares, thus our Neutral rating.

Valuation

We present our valuation and rating analysis in Table I.

Table 1: Valuation and Rating Analysis

JPM  2011E Group Pram/ Justified Price Prior

Tkr Rig EPS PIE (Disc) "11EPIE Target PT Prica Target Rationala

EIX N 2.75 14.0x -5% 13.3x $37 $38 Our modest valuation discount reflects Edison's business mix and
concerns over California's regulatory regime. While EIX derives
-70% of its EPS from its utility, which benefits from attractive
investment opportunities that drive above--average rate base and
EPS growth, we believe this is partly offset by regulatory
headwinds in California. Also partly offsetting the utility's growth
trajectory is discounted valuation on the balance of Edison's
merchant operations to account for their inherent volatility.

PCG N 3.45 15.3x -5% 14.5x $50 $54 Our discounted peer group multiple reflects regulatory uncertainty
resulting from recent changes at the PUC, which we expect to
weigh on the stock, even though California has traditionally offered
some of the most constructive regulation in the US. We expect the
company toalso face ongoing pressure from continued remediation
efforts atits naturalgas business following the explosion atits San
Bruno pipeline.

SRE N 4.15 14.0x 0% 14.0x $58 $63 We assign anin.Jine valuation to derive our price target for Sempra.
Webelieve Sempra's California utilities are above average versus
those of its regulated peers: however, we believe investors value
some of the company's unregulated businesses, such as its LNG
and generation operations at a discount Furthermore, we believe
near-term uncertainty around regulatory trends in California given
the appointment of threer new Commissioners earlier this year
continues to weigh on the utility's valuation.

Source: J.P. Morgan. *We use the Regulated Utilities group PIE for PCG and the Hybrid group multiple for EtX and SRE.
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Risks to Ratings and Price Targets

Risks to our ratings and price targets are shown in Table 2.

Table 2: Risks to Ratings and Price Targets

Ti<r Riika lo Qur Rating

EIX Our Neutral rating could be wrong if EIX receives a more or aless favorable rate case outcome than we expect, its pipeline of investment at the utility falters
or accelerates, electricity demand fallslimproves sharply or new power plant capacity is added to the system, itis unable to meatits lEnvironmental limits
withits current plan, or commodity prices rise or fallsharply.

PCG There could be upside to our Neutralrating if regulatory uncertainty in California dissipates following the recent changes in the makeup of the CPUC. There
could be upside or downside to our rating if PCG's cost for remedial efforts at its pipelines following the San Bruno explosion is highEtJ or lower than expected
and/or its regulatory recovery is better or worse than anticipated, its pipeline of investment opportunities is better or weaker than we expect, or PCGis not
able tomaintain its oost structure.

SRE Our Neub'al rating could be wrong if California regulation is more or less constructive than we expect Our Neutralrating could also be wrong if the recenUy
appointed Commissioners in California somehow signal to investors that the Commission will continue to treat the utilities favorably. Our rating could alsobe
wrong if Sempra's unregulated businesses are more or less successfulin redeploying capital than we expect.

Source:J.P. Morgan.
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Edison International: Summary of Financials

FY10A FYI1IE FYI12E FYI3E IncomeSlatemenlQuartarll

Income Statement -Annual

J.P.Morgan

1Q11A 2Q11E 3QI11E 4Ql11E

12

Sates 12,409 12,768 13,047 Sales
COGS 4,102 4313 47323 COGS
D&A 1,522 1,700 1,790 D&A
Operations and maintenance 4,612 4,843 5,033 Operations and maintenance
Other expenses Other expenses
Total operating expenses 10,283 10,855 11,146 Total operating expenses
Other income / (expense) 204 178 178 Otherincome / (expense)
EBIT 2,330 2,091 2,079 EBIT
EBITDA 3,852 3,791 31159 EBITDA
Interest expense 724 786 612 Interest expense
Income tax provision 354 395 367 Income tax provision
Tax rate 22.0% 30.3% 29.0% Tax rate
Discontinued operations and other 4 0 0 Discontinued operations and other
Preferred dividenrls Preferred dividends
Net Income 1,255 908 900 Netincome
Total non-recurring items 112 0 0 Totalnon-reCt Jrring Items
Net income (RBcurring) 1,144 908 900 Net Income (Recurring)
Diluted shares outstanding 329 329 329 Diluted shares outstanding
Diluted EPS 3.48 2.75 175 Diluted EPS
DPS($) 126 1.33 1.39 DPS($)
Payout ratio 36.0% 47.7% 50.5% Payout ratio
Balance Sileo!end Cosh Flow Date FY10A FYI11E FYI12E FYI13E Ratio Anal is FYI0A FYIIE FYI2E FYI3E
Cash and cash equivalents t,456 67 67 Sales growth 04% 29%  22%
Current assets 2,966 2,966 2.966 EBITDA growth 31.6%  (1.6%) 2.1%
PP&E 30,184 33.009 34,700 EBIT growth 54.4% (10.3%)  (0.6%)
Non-current assets 10,924 11,024 11,124 Net income (recurring) growth 7.5% (20.7%)  (0.6%)
Totalassets 45,530 47,086 48,657 COGS growth (3.9%) 5.1% 0.2%
Total operating expenses growth (6.2%) 5.6%  2.7%
Current liabilities 12,371 12,69 12,119 Diluted EPS growth 69%  (20.9%) 0.0%
Long-term Debt 907 907 907
Preferred stock 17,713 17,713 17.713 Gross margin 66.9% 662% 66.9%
Other non-current liabilities 4 4 4 Operating margin 16.8% 164% 15.9%
Cammon equity 10,563 11.058 11.503
Totaf liabilities & equity 45,530 47,086 46,857 Debt 1 Capitallbook)
Times interest earned 32 2.7 2.6
Net income 1,256 906 900 FFO /Interest 70 4.5 4.5
D&A 1,522 1,700  1.790 FFO IDebt 40.3% 25.6% 24.2%
Change in working capital (652) 0 0 ROE 10.6%  62%  7.8%
Change in other assets 3,022 1,818 1,908 Return on invested capital (ROIC) 3.6% 2.7%  2.7%
Net operating cash flow 3,4n 2,725 2,808
Cash flow from Investing activities (4,614) (4,743)  (3,699)
Net common equity issued/(repurchased) (16) 0 0
Net debt issuedl{repurchased) 1,570 1,061 1,346
Common dividends paid 411 433 454
Other financing activity (90) 0 0
Cash flow from financing activities 1,053 629 891
Increasel(decrease) in cash (284)  (1,369) 0
Cash at beginning of the penod 1,673 1.389 0
Cash at end of the period 1.389 0 0

Source: Company reports and J.P. Morgan estimates.

Note: $ In millions (except per-share data). Fiscal year ends Dec
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PG&E Cor .: Summary of Financials

Income statement- Annual FYI0A FYIIE FYI12E FYI13E Income StatemenlQuarterlr 1Q11A 2Q11E 3QI11E 4QlI1E

Sales 13,841 14,859 15,385 Sales

COGS 5,188 5,281 5,375 COGS

D&A 1,905 1,979 2051 D&A

Operations and maintenance 4439 4,581 4716 Operations and maintenance

Other expenses Other expenses

Total operating expenses 11,532 11,842 12,142 Total operating expenses

Other income I(expense) 27 13 13 Other income I(expanse)

EBIT 2,337 3,031 3,256 EBIT

EBITDA 4,241 5010 5 EBITDA

Interest expense 691 677 887 Interest expense

Income tax provision 547 885 966 Income tax provision

I., rate 332% 376% 37.6% Tax rate

Discontinued operations and other 235 0 0 Discontinued operations and other

Preferred dividends Preferred dividends

Net Income 1,334 1,469 1,603 Net Income

Totalnon-recumng items 0 0 0 Total non-recurring items

Net Income (Recurring) 1,334 1,469 1,603 Nat Income (Recurring)

Diluted shares outstanding 392 410 419 Dllutal shares outstanding

Diluted EPS 3.42 345 3.70 Diluted EPS

DPS($) 1.78 1.82 1.82 DPS ($)

Payout ratio 528%  512% 47.9% Payout ratio

Balence Sheal end Cash Flow Dlta FYI0A FYIIE FYI2E FYI3E Ratio Analrsis FYI0A FYIIE FYI2E py3¢ e
Cash and cash equivalents 854 563 1,233 Sales growth 3.3% 74%  35%
Current assets 4,688 4,688 4,888 EBITDA 9rowlh 3.0% 18.1%  5.9%
PP&E 31,449 33,245 33,593 EBIT growlh (12%)  29.7%  74%
Non-current assets 9,034 9,034 9,034 Netincome (recurring) growth 81% 10.1% 9.1%
Total assets 46,025 47,530 46,548 COGSgrowlh 3.7% 1.8% 1.8%

Total operating expenses growth 3.9% 2.7% 2.5%

Current liabilities 6,376 6,511 5,119 Diluted EPS growth 10.9% 0.9% 7.2%
Long-term Debl 11,715 12,415 13,615

Preferred stock 252 252 252 Gross margin 62.5%  54.5% 65.1%
Other non-current liabilities 16,400 15977 15977 Operating margin 169%  204% 212%
Common equity 11,282 12,374 13,585

Total liabilities & equity 46,025 47,530  48.546 Debt 1 Capijal (book) 521%  515%  49.6%

Times interest eamed 34 4.5 4.7

Net income 1,334 1,469 1,603 FFO /Interest 58 6.1 6.3
D&A 1,905 1,979 2,051 FFO 'Debt 31.9%  30.7% 31.8%
Change in working capital (117) 0 0 ROE 11.8% 11.9% 11.8%
Change in other assets 169 0 0 Retum on invested capital (ROIC) 41% 4.4% 4.8%
Net operating cash flow 3,206 3,435 3,640

Cesh flow from investing activities (3,857)  (3,775)  (2,400)

Net common equity issuadl(repurchased) 303 400 400

Net debt issued|(repurchased) 1,248 816 231

Common dividends paid (662) (763) (778)

Other financing activity (474) (404) (423)

Cash flow from financing activities 415 49  (571)

Increaset(decrease} in cash (236) (291) 670

Cash at beginning of the period 527 0 0

Cash at end of Ihe period 291 (291) 670

Source: Company reports and J.P. Morgan estimates
Note:$ inmiltions (except per-share data). Fiscalyear ends Dec
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Sem ra Energ: Summarof Financials

FYI0A FYIIE FYI2E FYI3E

Income Statement -Annual

J.P.Morgan

Income Statement.. Quarter!

1Q11A 2Q11E 3QI1E 4QlIE

Sales 9,003 9,162 9,611 Sales

COGS 3,783 3,487 3,601 COGS

D&A 867 9n 1,082 D&A

Operations and maintenance 2,979 2,883 2,924 Operations and maintenance

Other expenses Other expenses

Total operating expenses 7,629 7,348 7,607 Total operating expenses

Otherincome 1 (expense) 189 124 130 Other income I(expense)

EBIT 1,583 1,938 2,134 EBIT

EBITDA 2,430 2916 3217 EBITDA

Interest expense 430 435 514 Interest expense

Income tax provision 102 496 535 Income tax provision

Taxrate 9.0% 33.0% 33.0% Taxrate

Discontinued operations and other 449 0 0 Discontinued operations and other

Preferred dividends Preferred dividends

Netincome 896 1,007 1,086 NetIncome

Total non-recurring items 0 0 0 Total non-recurring items

Net Income (Recurring) 896 1,007 1,086 Net Income (Recurring)

Diluted shares outstanding 248 243 244 Diluted shares outstanding

Diluted EPS 3.81 4.t5 445 Diluted EPS

DPS ($) 1.56 1.16 116 1.16 DPS($)

Payout ratio 42.7% 45.7% 46.9% Payout ratio

Balance Shoot and Cash Flow Data FY10A FYIIE FYI2E FYI3E Rallo Analysis FYI0A FYIIE FYI2E FYI3E

Cash and cash equivalents 912 0 0 Sales growth 11.1%  1.8%  49%

Current assets 2,441 2441 2441 EBITDA growth 6.1% 200% 10.3%

PP&E 19,876 22,714 25,086 EBIT growth 3.1% 240%  10.1%

Non-current assets 7,054 6.054 6.054 Net income (recurring) growth (19.8%) 12.4% 7.8%

Totalassets 30,283 31,209 33,681 COGS growth 16.1% (7.8%) 3.3%
Totaloperating expenses growth 12.1%  (3.7%) 3.5%

Current liabilities 378 4,190 5,905 Diluted EPS growth (20.0%)  14.8% 7.2%

long-lenn Debt 9,329 9,329 9,329

Preferred stock Gross margin 58.0%  61.9%  62.5%

Other non-current liabiliUes 8,141 8,240 8,070 Operating margin 174%  212%  22.2%

Common equity 9.027  9.449 10,277

Totalliabilities & equity 30,283 31,209 33,581 Debt ICapital (book) 50.5%  50.6%  52.2%
Times interest earned 3.6 4.5 42

Net income 896 1,007 1.086 FFO /Interest 5.8 7.9 52

D&A 867 977 1,082 FFO/Debt 26.1%  342%  232%

Change in worXing capital 107 0 0 ROE 99%  10.7%  10.6%

Change in other assets 156 1,000 0 Return on invested capital (ROIC) 4.5%  4.7% 4.9%

Net operating cash flow 2,310 3,984 2,168

Cash flow from investing activities (1,283)  (3,815) (3,455)

Net common equity issuedl(repurchased) (462) (125) 250

Net debt issued/(repurchased) 220 503 1,545

Common dividends paid (384) {480) {508)

Other financing activity (31 0 0

Cash flow from financing activities {837) {81) 1,287

Increasel{decrease) in cash 390 88 0

Cash at beginning of the period 110 912 0

Cash at end of the period 500 1,000 0

Source: Company reports and J.P. Morgan estimates

Note:$ inmillions (except per-share data) Fiscalyear ends Dec
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Analyst Certification:

The research analyst(s) denoted by an "AC" on the cover of this report certifies (or. where multiple research analysts are primarily
responsible tbr this report, the research analyst denoted by an "AC"on the cover or within the document individually certifies, "ith
respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research
analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the
research analyst(s) in this report.

Important Disclosures

e Lead or Co-manager: J.P. Morgan acted as lead or co-manager in a public offering of equity and/or debt securities for Edison
International, PG&E Corp., Sempra Energy within the past 12 months.

= Clientoftbe Firm: Edison International is or was in the past 12 months a client of JPM; during the past 12 months, JPM provided to
the company investment banking services, non-investment banking securities-related service and non-securities-related sen-ices.
PG&E Corp. is or was in the pat 12 months a client of JPM; during the past 12 months, JPM provided to the company investment
banking services, non-investment banking securities-related service and non-securities-related services. Sempra Energy is or was in
the past 12 months a client of JPM; during the past 12 months, JPM provided to the company investment banking services, non-
investment banking securities-related service and non-securities-related services.

= Investment Banking (past 12 months):J.P. Morgan received, inthe past 12 months. compensation for investment banking services
from Edison International, PG&E Corp., Sempra Energy.

= Investment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking
services in the next three months from Edison International. PG&E Corp., Scmpra Energy.

= Non-Jn,*estment Banking Compensation: JPMS has received compensation in the past 12 months for products or services other
than investment banking from Edison International, PG&E Corp., Sempra Energy. An affiliate of JPMS has received compensation
in the past 12 months for products or services other than investment banking from Edison International, PG&E Corp., Sempra
Energy.

=  J.P. Morgan Securities LLC is acting as financial advisor to J.P. Morgan Global Commodities in connection with the acquisition of
the European and Asian operations from the RBS-Sempra Commodities joint venture. The transaction will require approvals from
the U.K. Financial Services Authority, the Swiss government (if necessary) and various antitrust regulators, including approval under
the U.S. Hart-Scott-Rodino Act. The transaction is expected to be completed in the second quarter 2010. Sempra Energy has retained
J.P. Morgan as its financial advisor to review potential alternatives for the remaining businesses.

Edison International (EIX) Price Chart
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PG&E Corp. (PCG) Price Chart
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Sempra Energy (SRE) Price Chart
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Break In coverage Ol:t 11,1005 « Jun 30,1006. This chart &hoYA J.P. Morgan's continuing eovern;e of this stock; the
ClIIflllfit analyst may OT may not have eovared I over the entire period.

J.P. Morgan ratings: OW= Ovei'M!Ight,N =Neutral, UW =Underweight.

Explanation of Equity Research Ratings and Analyst(s) Coverage llninrse:

J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperfonn the
average total return of the stocks in the analyst's (or the analyst's team's) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return of the stocks in the analyst's (or the analyst's team's)
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock wil'l underperform the average total return of
the stocks in the analyst's (or the analyst's team's) coverage universe.] J.P. Morgan Cazenove's UK Smali!Mid-Cap dedicated research
analysts use the same rating categories; however. each stock's expected total return is compared to the expected total return of the FTSE
All Share Index, not to those analysts' coverage universe. A list of these analysts is available on request. The analyst or analyst's team's
coverage universe is the sector and/or country shown on- the cover of each publication. See below for the specific stocks in the certifying
analyst(s) coverage universe.

Coverage Universe: Andrew Smith: AGL Resources (AGL), Ameren Corp (AEE), American Electric Power (AEP).
American Water Works (A WK), Black Hills Corp. (BKH), CMS Energy Corp (CMS). CenterPoint Energy (CNP),
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Consolidated Edison (ED), Constellation Energy Group (CEG), Covanta Holding Corp. (CVA), Dominion Resources (D),
Duke Energy Corp. (DUK), Dynegy, Inc. (DYN), Edison International (EIX), Entergy Corp. (ETR), Exelon Corp. (EXC),
Integrys Energy Group (TEG), NRG Energy (NRG), NextEra Energy Inc. (NEE), Northeast Utilities (NU), PG&E Corp.
(PCG), Pepco Holdings (POM), Progress Energy (PGN), Sempra Energy (SRE), Southern Company (SO), UIL Holdings
Corporation (UIL). Vectren Corp (VVC), Wisconsin Energy Corp (WEC), Xcel Energy (XEL)

J.P. Morgao Equity Research Ratiogs Distribution, as ofMarc::h 31,101 I

Overweight Neutral = Underweight

(bl1J) (hold) 1sellt

J.P. Morgan Global Equity Research Coverage 47% 42% 11%

1B clients® 50% 45% 33%
JPMS Equity Research Coverage 43% 49% 8%

IB clientse 70% 62% 56%

*Percentage of mvestment banking clienlS in each rating category
For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold
rating categoryand our Underweight rating falls into a sell rating category.

Valuation and Risks: Please see the most recent company-specific research report for an analysis of valuation methodology and risks on
any securities recommended herein. Research is available at httn://www.morganmark.ets.com. or you can contact the analyst named on
the front of this note or your J.P. Morgan representative.

Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors. and overall firm revenues, which
include revenues from, among other business units, Institutional Equities and Investment Banking.

Other Disclosures

J.P. Morgan ("JPM") is the global brand nanle for J.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenove is a
marketing name for the U.K. investment banking businesses and EMEA cash equities and equity research businesses of JPMorgan Chase & Co.
and its subsidiaries.

Options related researdl:If the infonnation contained herein regards options related research, such infonnation is available only to persons who
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation's Characteristics and Risks of
Standardized Options, please contact your J.P. Morgan Representative or visit the OCC's website at
http://WYM:-.optionsclearing.com/publications/risks/riskstoc.pdf.

Legal Entities Disclosures

(1,S,: JPMS is a member of NYSE, FINRA and SIPC. J.P. Morgan Futures Inc. is a member of the NFA. JPMorgan Chase Bank, N.A. is a
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J.P. Morgan Securities Ltd. (JPMSL) is a
member of the London Stock Exchange and is authorized and regulated by the Finm,cial Services Authority. Registered in England & Wales No.
2711006. Registered Office 125 London Wall, London EC2Y 5AJ. South Africa: J.P. Morgan Equities Limited is a member of the Johannesburg
Securities Exchange and is regulated by the FSB. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited {CE number AAJ321) is regulated by
the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong. Korea:J.P. Morgan Securities (far East) Ltd,
Seoul Branch, is regulated by the Korea Financial Supervisory Service. Australia:J.P. Morgan Australia Limited (ABN 52 002 888 011/AFS
Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (ABN 61 003 245 234/AFS Licence No: 238066) is a
Market Participant with the ASX and regulated by ASIC. Taiwan:J.P.Morgan Securities (Taiwan) Limited is a panicipant of the Taiwan Stock
Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited having its
registered office at J.P. Morgan Tower, OfT. C.S.T. Road, Kalina, Santacruz East, Mumbai- 400098. is a member of the National Stock Exchange
oflndia Limited (SEBI Registration Number- INB 23067523 1/INF 23067523 1/INE 230675231) and Bombay Stock Exchange Limited (SEBI
Registration Number - INBOJ0675237/INBO10675237) and is regulated by Securities and Exchange Board oflndia. Thailand: JPMorgan
Securities (Thailand) Limited is a member of the Stock Exchange of Thailand and is regulated by the Ministry of finance and the Securities and
Exchange Commission. Indonesia: PT J.P. Morgan Securities Indonesia is a member of the Indonesia Stock Exchange and is regulated by the
BAPEPAM LK. Philippines: J.P. Morgan Securities Philippines Inc. is a member of the Philippine Stock Exchange and is regulated by the
Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. is regulated by the Comissao de Valores Mobiliarios (CVM) and by the
Central Bank of BraziLL Mexico: J.P. Morgan Casa de Balsa, S.A. de C.V.,J.P. Morgan Grupo Fiuanciero is a member of the Mexican Stock
Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange Commission. Singapore: This material is
issued and distributed in Singapore by J.P. Morgan Securities Singapore Private Limited (.IPMSS) [MICA (P) 025/01/2011 and Co. Reg. No.:
199405335RJ which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the Monetary Authority of Singapore
(MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the MAS. Malaysia: This material is
issued and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a Participating Organization of Bursa
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Malaysia Berhad and a holder of Capital Markets Services License issued by lhe Securities Commission in Malaysia. Pakistan:J. P. Morgan
Pakistan Broking (P\.1.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and Exchange Commission of Pakistan.
Saudi Arabia:J.P. Morgan Saudi Arabia Ltd. is authorized by the Capital Market Authority of the Kingdom of Saudi Arabia (CMA} to carry out
dealing as an agent, arranging, advising and custody, with respect to securities business under licenCe number 35-07079 and its registered address
is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road. P.O. Box 51907, Riyadh 11553, Kingdom of Saudi Arabia. Dubai: JPMorgan Chase Bank,
N.A., Dubai Branch is regulated by the Dubai Financial Services Authority (DFSA) and its registered address is Duba:i International Financial
CentreBuilding 3, Level 7, PO Box 506551, Dubai, UAE.

Country and Region Specific Disclosures

tT.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by
JPMSL. Investment research issued by JPMSL has been prepared in accordance \\ith JPMSL's policies for managing conflicts ofintere!!.larising
as a result of publication and distribution of investment research. Many European regulators require a fum to establish, implement and maintain
such a policy. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38,47 and 49 of the Financial Services
and Markets Act 2000 (Financial Promotion) Order 2005 (all sucll persons being referred to as "relevant persons"). This document must not be
acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this docmnent relates is only
available to relevant persons and "ill be engaged in only with relevant persons. In other EEA countries, the report has been issued to persons
regarded as professional investors (or equivalent) in their home jurisdiction. Australia: This material is issued and distributed by JPMSAL in
Australia to "wholesale clients" only. JPMSAL does not issue or distribute this material to "retail clients." The recipient of this material must not
distribute it to any third party or outside Australia without the prior written consent of JPMSAL. For the purposes of this paragraph the terms
"wholesale client" and -'retail client" have the meanings given to them in section 7610 of the Corporations Act 2001. Germany: This material is
distributed in Germany hy J.P. Morgan Securities Ltd., Frankfurt Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are
regulated by the Bundesanstalt fur Finanzdienstleisnmgsaufsicht. Hong Kong: The 1% ownership disclosure as of the previous month end
satisfies the requirements under Paragraph 16.S(a) of the Hong Kong Code of Conduct for Persons Licensed by or Registered with the Securities
and Futures Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from
two months' prior.) J.P. Morgan Broking (Hong Kong) Lintited is the liquidity provider/market maker for derivative warrants. callable hull bear
contracts and stock options listed on the Stock Exchange of Hong Kong limited. An updated list can be found on HKEx website:
http://v.eww.hkex.com.hk. Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of share trading, and
that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan Securities Japan Co..
Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) caJculated by multiplying the executed price by the commission rate
which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments Firms:
JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers
Association. The Finculcial Futures Association of Japan. Korea: This report may have been edited or contributed to from time to time by
affiliates of J.P. Morgan Securities (Far East) Ltd. Seoul Branch. Singapore: JPMSS and/or its affiliates may have a holding in any of the
securities discussed in this report: for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures
section above. India: For private circulation only. not for sale. Pakistan: For private circulation only, not for sale. New Zealand:  This
material is issued and distributed by JPMSAL in New Zealand only to persons whose principal business is the investment of money or who, in the
course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of''the
public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third
party or outside New Zealand without the prior written consent of JPMSAL. Canada: The infonnation contained herein is not. and under no
circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, or solicitation of
an offer to buy securities described herein, in Canada or auy province or tenitory thereof. Any offer or sale of the securities described herein in
Canada will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only
by a dealer properly registered under applicable securities laws or, altematively, pursuant to an exemption from the dealer registration requirement
ill the relevant province or tenitory of Canada in which such offer or sale is made. The infonnation contained herein is under no circumstances to be
construed as invesunent advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that the
infonnation contained herein references securities of an issuer incorporated. fonned or created under the laws of Canada or a province or territory
of Canada, any trades in such securities must be conducted through a dealer registered in Callada. No securities commission or similar regulatory
authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein or the merits of the
securities described herein, and any representation to the contrary is an offence. Dubai: This report has been issued to persons regarded as
professional clients as defmed under the DFSA rules.

General: Additional infonnation is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan
Chase & Co. or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any
disclosures relative to JPMS and/or its affiliates and the analyst's involvement with the issuer that is the subject of the res arch. All pricing is as of
the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this
material and are subject to change without notice. Past perfonnance is not indicative of future results. This material is not intended as an offer or
solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not take into account individual
client circumstances, objectives, or needs and are not intended as recommendations of particular securities, fmancial instruments or strategies to
particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments mentioned
herein. JPMS distributes in the U.S. research published by nonU.S. affiliates and accepts responsibility for its contents. Periodic updates may be
provided on companies/industries based on company specific developments or announcements, market conditions or any other

publicly available information. Clients should contact analysts and execute transactions through a J.P Morgan subsidiary or affiliate in their home
jurisdiction unless governing Jaw pennits othern:ise.

-'Other Disclosures" last revised January 8.2011.
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J.P.Morgan

Electric Utilities

CA Investor Tour: CA Regulatory Uncertainty
Remains; Resuming Coverage of SRE with a Neutral
Rating and a $58 PT

We hoped to return from our West Coast investor tour with increased visibility
into the outlook for California regulation and, accordingly, get more coostructive
on the California utility stocks given that the shares are among the poorest
performers in the sector YTD. However, we believe the residnal rcgnlatory risk in
California will continue to overhang the shares. We are maintaining our Neutral
ratings on PG&E and Edison International. We are resuming coverage of Sempra
and lowering our rating to Neutral from Overweight (when we were restricted in
February 2010).

PG&E trades at a material discount, but appears most at risk of the
California utilities. PG&E has been one of the poorest performing stocks in the
sector YTD, falling almost 10%, versus a gain of 5.8% tbr the UTY. It trades at
a 25% discount to its regnlated peers on 2011E PIE. We believe this steep
discouot could make tlte shares attractive; however, we expect the discowll on
the shares to persist, because following our trip to the West Coast, we believe
PG&E will continue to face regnlatory pressure as it continues to addresses the
fallout from its San Bruno pipeline explosion.

The long-term unregulated fundamentals for Edison International appear
to be improving, but the California rate case should be the near-term EPS
driver. Edision Mission Energy, EIX's unregulated ann, and the pressure it is
facing as a result of weak power markets and environmental compliance
requirements was the focus of investors for much of last year. Our meeting with
management led us to believe that trends for the business are improving.
However, investors' focus in 2011 has increasingly been on the pending rate
case at EIX's electric utility. We estimate a favorable or unfuvorable outcome to
the rate case could swing 2012E EPS by +/- $0.20-0.25 per share versus our
current estinlate. We do not expect resolution of the rate case uotil likely early
2012, so we expect this uoccrtainty to overhang the stock.

* Sempra businesses performing well, but California regnlatory uncertainty
likely keeps the stock from working in tbe near term. Sempra has
restructured itself over the past-12 mombhs, as it divested its commodity trading
JV, launched a share buyback and materially boosted its dividend. Its remaining
businesses should provide a more stable EPS profile and drive attractive EPS
growth; however, like EIX, it also has rate cases pending at the California Public
Utility Commission (CPUC). We expect uncertainty about the outcome of its
pending rate cases to weigh on the stock in the near tenn; accordingly, we are
resuoting coverage of the company with a Neutral rating.
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